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The Ellro and West Michigan
Gerald P W Simons
Department ofEconomics
Seidman School ofBusiness
"I admire the courage of the European countries which are persevering with this budgetary effort at a time of economic slowdown ... I
am confident that on January 1, 1999, you will have the new Euro system starting."
• Michael Camdessus, Managing Director of the International Monetary Fund,
Press Conference, September 1996.
"Europe has neither flexible wages nor functioning labor markets, but already has mass unemployment. EMU will add to it, both on
the way there and once the system is trapped in fixed rates across vastly divergent countries. If there was ever a bad idea, EMU is it."
• Rudiger Dornbusch, Ford Professor of Economics and International Management,
Massachusetts Institute of Technology, September 1996.
The time is rapidly approaching for Economic and Monetary Union (EMU) in Europe. This will undoubtedly have Significant effects on
international business. However, the E. U. nations have a lot of work to do before they reach the point of having a uniform monetary sys
tem. How will west Michigan fare in the march to a single currency in Europe?
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Under the Maastricht Treaty of 1992, the new currency, the "Euro", is scheduled to be introduced in just two years time (see timetable).
To reach this goal, the treaty lists certain criteria aimed at bringing inflation and interest rates among the member countries into line.
Among these are requirements that participating governments keep the proportion of their budget deficits to GDP below 3%, and the pro
portion of national debt to GDP below 60%.
European Monetary Union TImetable:
• Early 1998: Decision made as to which countries qualify for monetary union, based on 1996-1997 economic
performance. European Central Bank created.
• January 1, 1999: Exchange rates of the qualifying countries "irrevocably" fixed against the Euro. Central banks and
foreign exchange markets start to use the Euro, and new government debt is issued in Euros. European Central Bank
conducts monetary policy for participating countries.
• January 1, 2002: Euro notes and coins issued. Retail payment systems converted to Euros.
• July 1, 2002: Old currency withdrawn. National currencies no longer legal tender.
Source: European Commission.

When the Maastricht Treaty was completed in December 1991, it was hoped that a majority of the E.U. member countries would qualify
for monetary union by 1998. However, the bulk of the countries are not expected to fully satiSfy the criteria, based on their current eco
nomic performance (see table). With many political leaders having staked their reputations on admittance to the EMU, many of the coun
tries are currently introducing policies to reduce their deficits and debt. In October, Italy's parliament passed a budget proposal which
calls for a $40.69 billion cut in the country's deficit. Under this new plan, with unemployment already hovering around the 12% mark,
Italy is estimated to grow only 1.5% during 1997. Gertnany is also tightening its budgetary belt. There has been no increase in employment there since the last recession ended in 1993, and the unemployment rate is currently 10.6%, with only 1.4% growth in GOP in 1996.
To lower its deficit, Helmut Kohl's government plans to cut $33 billion in public spending over the next year. France, too, is in trouble.
Unemployment hit a record 12.6% there in October, and its GDP has grown by only 1.1% over the last year.
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Estimated 1997 statistics for selected E.U. countries and ['SA:
Nation*
Maastricht Criteria
Belgium
Denmark
France
Germany
Ireland
Italy
Netherlands
Portugal
Spain
United Kingdom
United States

D!;:bt as % of GOP
60.0
131.1
56.9
56.9
62.4
80.3
124.8
78.2
70.7
79.8
62.0
71.3

Ddkit as % of GDP
3,0
3.7
3.7
3.7
3.6
2.6
6.4
2.7
4,2
3.1
3.7
1.8

• R.lI. countries: OECD Economic Outlook. June 1996. liSA estimates: Office of Management and Budget
Note: These estimates do not take into account the effects of any newly approved 1997 budgets.
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With economic growth in most E.U, countries already sluggish, the cuts in government programs and increases in taxation make it likely
that economic performance in these nations remains weak over the next couple of years. The continued high unemployment rates (E.U.
average of 10.8% compared to 5.2% in the U.S,) and the decline in growth rates, will mean that the average E.U. citizen will have less money
to spend -- both on European made goods and on foreign import~. Because of the system of quasi-fIxed exchange rates that most B.U.
countries already have, the central banks are limited in their ability to use independent monetary policy to expand their economies.
However, several European central banks are Simultaneously trying to lower their currencies against the dollar. The stronger dollar will
make American goods more expensive in Europe, and European goods cheaper in the U,S. Also, the slow growth in Europe will have a
dampening effect on inflation, giving European producers an additional competitive edge over their American rivals. U.S. businesses, there
fore, should expect slower growth in their sales to B.U. member countries.
How signifIcant will this be for west Michigan? As can be seen from the chart, sales to E.U. member nations constitute in dollar terms
about 11% of Michigan's exports. In 1995 these exports to the E.U. amounted to approximately $4.2 billion. Given the size of the state's
economy, the direct impact of EMU is unlikely to be severe for businesses as a whole. However, the table below shows that recent exports
to the E.U. have grown conSiderably for several industries which are well represented in the west Michigan region, and these sectors may
bear the brunt of Europe's budget cutting.
East Asia
7%

Other
9%

Canada
57%

Michigan Export
Markets, 1995

-

Latin America
16%
European Union
11%
Sourrc: International Trade Administration, Department of Commerce. "East Asia'

China, Hong Kong, Indonesia, Japan,
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In addition to this direct influence, area businesses are likely to feel other indirect effects. The European Union countries have a total
population and GOP which is slightly greater than that of the U.S., Canada, and Mexico combined, In 1995, sales to the E.U. accounted
for over 21% of total U,S. merchandise exports. Any economic slowdo~n in Europe will therefore have repercussions in the U.S. as a
whole. It is this slowing of U.S. economic growth in general which may be of the most importance for the west Michigan community.
Michigan E.xport Sales to the European Union by Selected Industry:

Fabricated Metal Products
Transportation Equipment
Furniture and Fixtures
Lumber and Wood Products
Manufactured Food Products
Agricultural and Livestock Products
Rubber and Plastic Products
Industrial Machinery and Computers
Scientific and Measuring Instruments
Leather Products
State Total

1225 Sales in ThQusand
105,920
2,403,437
34,158
19,603
39,417
74,741
27,243
547,242
117,485
L 814
4,193,19;

~

% Change 122;2-1225
107.2%
38.9%
29.1%
27.7%
225%
17.4%
14.4%
9.1%
6.9%
- 46.8%
33,;%

Source: International Trade Administration, Department of Commerce. Note: Data include export sales to all countries that are presently members of the E,U.

Finally, one piece of good news for west Michigan businesses -- the British government remains skeptical about EMU, and the country
is unlikely to participate in the first wave (although next year's general election may change that). At present, Britain has amongst the
highest growth rates in western Europe - 2.3% for 1996 and estimates of 3.4% for 1997. Furthermore, because the country is not under
pressure to meet the Maastricht criteria during 1997, the British government is not undertaking the severe budget cuts of its E.U. partners.
Britain's solid growth is therefore likely to continue and increase the country's demand for foreign goods. Britain is ranked as Michigan's
7th largest export market, and accounts for 14% of Michigan's exports to the E.U. According to a survey conducted by GVSU Management
Professor Carol Sanchez, and reported in the fall edition of the West Michigan Business Review, about 10% of west Michigan companies
cited Britain as their top international sales target, with another 12% calling it their second most important export market. This will then
help cushion west Michigan's European sales from the EMU budget-cut fall-out.
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The United States Department of Commerce has reported that U.S. exports account for over one-third of the U.S. economic growth
over the past seven years. In addition, export related jobs grew six times faster than total employment. This level of acth-ity is matched by
increases in world imports by U.S. trading partners. This market is estimated to increase by more than two trillion in real dollars over the
current level of imports from trading partners by the year 2010. Infrastructure development projects are estimated to be at least one tril
lion dollars in Asian countries by the turn of the century and approach a half trillion dollars in Latin America by the year 2006.
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'U.S, Department of Commerce. (1996). "Facing international competition 'With relentless pragmatism." News Release, June 14.
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